Internal Revenue Servicg Dep wentof the Treasury

District 1100 Commterce St.. Daltas, Texas 75242
Director

Person to Contact:

.
L ——

Refer Reply to:

Date:

SEP 0 3 1981

Dear Applicant:

tle have considered your exemption application under section 501(c)(7) of
the Internal Revenue Code.

The evidence presented discleses that you were incorporated NN
Bl under the laws of the State of . Your purposes briefly
stated are; "to maintain and conduct activities of a social, fraternal
and recreational rature to serve the community", however, in a subsequent
telephone conversation on [N, it vas disclosed that the only
activity 1s running a bar. This bar has been owned and operated by

from MM until they incorporatecd |G .
They stated that the reason for creating a non profit corporaticn in
State of I vas to secure a mixed drink license, such licenscs are
only issued to non profit organizations in the State of . Organization
is paying rent on building to , and also paying
salaries to NN 2nd her son . Thcse three ave
the only officers and directors of the organization. There are no
provisions, for them being succeedrd by other members. Officers are
elected by the board of directors.

There are no ztringent rules and regulatizns for becoming a member of
the club. The basic requirements are that members be approved by the
boaxrd of directors and "sponsored" by a member in good standing or a
director, and pay the annual dues of SHEEEM. No waiting peraod is
mentioned. The board of directors may suspend or expel a member for
cause without submitting the matter to the vote of the membership,
membership is open to the public.

The Internal Revenue Regulations, 1.501(c)(7)-1(a) states in part:
"section (c)(7) applies only to clubs which are organized and operated
for pleasure, recreation, and other non profitable purposes, but does
not apply to any club if any part of its net earnings inures to the
benefit of any private shareholder."

The term 'club" as uced in section 501(c)(7) implies the existence of
personal contact, commingling and fellowship among the member. Revenue
Ruling 55-716. It presupposes the existence of a objective between
members, passive association is not enough. Members must be joined by a
mutuality of active interest or shared goals justifying the existence of
the organization. If there.are no prerequisite conditions or limitations
imposed on members, the organization cannot possess an identity of
purpose which woutld characterize it as a club.
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The court usléd thae- ratiéna.e in- de:;y".:.ng exemption- i:o & tiealth club. 'ﬁm
only zesZri ct::l.ons dealt with age, racs, freedom.fyom digease, and a‘bi..i'-y
to pay: the !eas. A::ner Ve Rogan, 40-2 USTC 9567 27 A¥TIR 1052.° . -

e

Reguletions .\..501(c) (NH- (b) states in part‘ ) “A club which engapes in
business, such as. making-its docial’ and ‘Tecreational facilities available
to the public or by selling real éstate, timber, or other products, ie -
. " not organired rmnd opernted exclugively for pleasure, recréation, and .
: : m:her non-profﬂ.tabla pu\':poses, and is not exempt ynder section 501(c) (7).-

. Regulat:iuns 1. 501(c) () l(b) describas youx’ orzm:imtion because your

a- ’ only" activity -is operat..ng 8 bnr which i3.open seven’ ‘days a weel, membership
' to this organization is’ open to the public. We are unable tu dﬁferentiate

between your otsani:ation and a busineas operated for preofit.,

Revenue Ruling 66-360" s:ate. "When a national aorozi:y :I.a created and
. <controlled by .a'bueiness corporﬂ'ion engeged: in fuiniahing services snd
a suppliea to the sorority and fts’ wenber chnptezfs, neither the sorozity
‘::' . not, ity ehnptere can qualiﬂy for exemp;ion unaer uect:im 501(c) (7) w-
fo « s )
. 'rhis corpotatien re.lat.es to Revenue nulingl66-360. Through ..he.:L. atatus .
o as officers, »ditecr.ors, Jandloxd, manage.., and employeee, “tie - e
- - . . family w:lll aufectively conitrol ‘the corporation., A
Tha primary reason for the clubs e..d.et:ence is to. obtain -1 mixed drink
licensa. A club of -this t:ype would -appear £o° have no common objective .
T _or shared goal to-dustify the’ club_s existence. In view of the nembership i,
i requirements, the rominal ‘dues, and’ sbsence of dnitiation fees, 'the only. ° A
Justification for the-clubs existence appears to be to acqu:lru a mixed
drink-license f.x'mn the State of _ <.

It is held that you axe not organized and will ot he operated exclusively

o for pleasura, recraation, and other’ non profitablie, furposes within the 1
kN ,méaning of section 501(c). (7) of the Code-and applicsble regulations, :
&, Therefore you are not exempt” from Federal income tax wnder Section )

g ) 501(c) (7) of the Internal Jleveuue code, Thereford,.yosu are required to

A ’ file Faderal income tax taturns on Form 1120. - ‘ '

1, . -~ - - . B .
:, . If you do not. agree with theaa conclusions. you may, within 30 days from . e
2 the date of this letter, file in duplicate a brief of the facts, law, S
;L and argument that clearly sets forth your position. If you dagire an - ‘- -

’ oral discussion of the issue, pleape indicate thia in _yowx protest. . ‘The ) o

enclosed Publication 892 gives inutmctions for f:llimv a protesat,

If you do not file a protest uit.h this off:lce wit:hi.n 30 days ‘of the date
of this report or letter, this prOpoaed detemination wily, become f:lna.‘l
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If you have any f-.n:cher queet‘lons, plaaae codtact the person uhoaa qame -

and telgphone nmber ate shcnm .a: tha beginnﬁnz ‘of this letter. . - "
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